By RUSSELL B. SCHOLL

The International Investment Position of the
United States: Developments in 1980

THE net internationn] investment
position of the United States increased
o vecord $27.7 billion in 1880, compared
with an increase of $17.6 biltion in 1979
{table 1). 1.3, assets abroad increased
nn extroordinmy $84.7 billlon, com-
pared with n $61.1 billion increase;
foveign asseis in the United States in-
creased $67.0 billion, compared with a
%485 Lillion increase,

The major frctors contributing to the
increase in U5 assets nbroad wers an
FBLE billion eapifal ontflow, lavgely re-
flecting a step-up in TLE. bank Jending,
and an increase in 11.5. officin]l foreign
currency holdings. These outflows were
angmented by $9.9 billion jn valuation
and other adjustinents, mainly due to a
change in treatment of eertrin trado
payables of a T8, direct investor’s
overseas operations, The increase in
foreign nssets in the United Sintes was
Jargely nocounted for by reconled capi-
tal inflows of $50.3 Lillion, reflecting n
shift to inflows for foraign official assets
{mpinly from Organisntion of Potrol-
cum Exporting Country (OPEC) mem-
bers) and & slowdown in the increase of
T8, banl linkilities to forcigners. These
inflows weve augmented by £16.8 billion
in voluation and other odjustments,
mninly raflecting o 84-percent risa in
.8, stock prices nnd the previously
maentioned change in treatment of cer-
tain trmde payoalles, that increasad lin-
Dbilities to nnefilintad foreigners report-
=l by 1.5, nonbanicing concerns.

The net TS, internnticnal invest-
ment position was $122.7 hillion at year-
end 1280, 1.8, nssets ahroad wera $003.6
billion, up 19 percent, and foreign assets
in tha Tinited States wera $480.9 billion,
nz 16 percent.

Relationship of capitel flows to the
CHEFrent aocounhs

In terms of peeounting entries, the not
capital flow component of the 1.8, in-
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ternntional investment position is the
mirrer imoge of the balance on current
account in T3, international transac-
tions, plus the allocation of special
drawing rights (SDR's) by the Infer-
national Monetnry Fund (IMF), and
on entry for the statistical disceepaney
in the ncoounts, However, because capi-
tal flows and current account tvansae-
tions are simulianecusly determined
and interact through exchenge rales
and other factors, there is no simple
cause amd efect relntionship between
them.

Tha T35, enrvent-aceonnt surplus wos
$3.7 billion in 1980, compared with $1.4
hillion in 197%, Despite the slowdown in
comonie activity nbroad, exports re-
munined relatively strong, spurred by
earlier deprecintion of the dellm ngainst
most major cuirencies and continued
strength in apricultorn) exports, Slug-
gighness in the LS. econemy in the frst
hald of the yesr limited increases inboth
petrolevin and nonpeirolewm imporis.
In the services ncconnts, net veesipts of
income on divect ond portfolic invest-
ment combined wera about vmchanged,
nfter being a4 sowree of substantinl
growth for the past few years,

Reflecting the difference between re-
corded cepitel outflaws of $848 billion
and inflows of $50.3 billion, net record-
el capital ouiflows were 5345 billion
eonpared with $28.7 hillion in 1979, Al-
ternatively, net eapital outflows equalad
the sma of the 2.7 billion current-pe-
count surplos, tha $1.8 hillion 3D al-
location, and the $20.4 billion statistical
discrepancy {table 1}.

For the second consecutive vear, the
gtatistical discrapancy indicated large
mnrecorded  inflowe—$29.6 billion in
1980 follawing $21.1 billian in 197D, To
the extent thot thess unrecorded inflows
were in the capital aecounts, the in-
crease in the net investment position in

both years would have been less. The
large unrecorded inflows in 197¢ ond
1980 were probably boosted by recur-
rent; international political and military
tensions. (In addition, it sheuld be noted
that the Interagency Committee on
Balance of Payments Statistics estah- °
lished & work group in September 1980
to investigrate possible sources of the
largxe statistical discrepaney in the past
two years The initinl focus of the mroup
was on financin! mocket developments,
whore some evidenca suggested that
1.8, nonfinancinl firms* borrmowings
fromn banks abroad were undecreporied
or unveporied by the firms or the banks
As a resnlt of the investigntion, modi-
ficatiom nnd clarifieation of reporting
instructions will be implemented. The
group will next review reporting by
nenkank financinl institations.}

Changes in 1.S. Asgets Abroad

Bank clatme

Clainzs on foreigners reported Ly
11.8. lanks reached $204.0 billion at the
end of 1950, 30 percent higher than in
1879, The record $47.0 billion increase
accounted for almost half the increase
in the valoe of total T1.S. assets nbroad
{table 2). Much of the risa was in
hanks' own claima on their own forsign
offices. U.S.-owned banks, in partienlar,
bocame large net lenders to their for-
eign offices in 1980, o marked shift from
theiv small net horrowed position in
1979 (table 2a).

Interest 1ate developments end offi-
cizl monetary measures were Important
fnctors influencing transnctions between
1S..owned banks and their foreign
offices. When an 8-poercent mnnrginal ve-
serve requirement was impesed in Oeto-
ber 1970 on increnses in mannged linbili-
ties, including Eurodellar horrowings,
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17.8. hanks ghifted some Ioans to their
foreimn offices to redues the net deposit
positian te which the requirements were

- applied. This lending accelernted when
additionn] marginal reserve reqnire-
nents and domestic credit controls woe
imposed in March 1080 bofore being
removed in July.

Ancther factor encowraging 115,

. hank lending to foreigners was the more
rapid Jecline of Ewodallar interest
rates then the U.S, prime (and related
borvowing) rates from their peaks in
early April. T8, banks incrensingly
nuoted and booked their loans at Lonsden

vinterbank offer (LIBOR) rates with
their foreign ofllces and supplied funds
to these snme offices to make the loans.
Some of the funda were, in turn, lent to
IT.5. nonbnnk residents, especinily in
the secomd quarier, bDecausa it was

v chenper for LA, corpartions to borrow
from forcign vather tham  domestic
bouking offices.

In response to these coonomic devel-
opments, eluims of TS,-owned bauks
on their foreign offices increased $12.3

- hillinn, eomipared with a %3.5 Lillion de-
crense i 1979, By contrast, claims of
forcign-owned banks in the United
States on then offices nbrasd increased
only $4£5% billion, conmpared with a $9.5
Lillicn incrense in 197 Claims en for-
tigners, other than those on banlk's for-
cign offfces, rose strongly.

The geographic digtribution of out-
stnnding bank claims at the end of 1980

o reflected the proweh in lending by 17.5.-
owneld henks to Furadollar centos in
the Caribbean, raising the Intter’s shore

~ of totnl TLE. lending to forcigners to
2% pereent, comparved with 19 pereent in
1978, The share of clnims on Wesbern
Enrope declined to 23 percent. from 24
percent. The Canadian nnd JFapanesc
shares were wnchanged at & and 11 per-

. eenty,  respecthrely, Clpims on Tatin
Amerien remained at 27 pereent of the
totni,

Worldwide, banks in the 17nited
States and U.S. band branches oversens

- necounted for a lavge shure of interna-
tiona) bank credit in 1680, Either di-
reetly, or indiveetly throngh interbank
lending, they supplied an estimned 25
pereent of gross externnl lending, enim-
Poeed with 17 pereent in 1974,
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At venrend, T1.5. banl pssets ebroad
accounted for A4 percent of totul T1.5.
ussets abrond, ap from 31 percent in
1970 and 29 peceent in 1975 (Eabie 3).

Foreign securifies

Ioldings of forcign secivities by
158, residents increased 3.5 billion n
1080 to #2.1 billion at yearend, com-
prred with an increase of $3.2 Lalkon
in 1978, IToldings of forcign stocks in-
creased substantially; bond holdings
increased moderately.

1.8, residents’ holdings of Poreign
stocks increased $4.1 billion. Reeoird net
purchnses of $2.8 billion and price ap-
preciation in ingst major foreign mare-
kets aceonntedl for the increase. T.5.-
held Japanese stocks incrensed $1.8
Lillion, $LO biltion of which reflectel
a 1%-peveent apprecintion of the Jopa-
nese yen against the dallar and a f-per-
cent rise of the Tokyo stack exchange
index. The Japanese Government nlso
removed spmoe restrictions on eapitat
inflows. TF.8.-held Conadinn stocks in-
crensedl $2.8 billion, due both to am 18-
percent vise in share prices and a $0.8
Billion inereass in povehases, primarily
in the first half of the year. The vise in
share prices reflected Cannda’s position
in energy and raw materinlz, Prarchnges
of Canadian egnities dropped sharply
wfter Qetnhor when TTL.E. investors ve-

heterl ndversely to the Canadian Gov-
crnment’s National Energy Program,
The rise mm stoel values was porctly off-
st Iy a @percent depreciation of the
Canaclian dollar rgainst thoe T8, dollar
Purchases of Western Envopenn stocks,
primarily of French and Duteh equi-
Cies, increased $0.5 Lillion after no net
purchases in 1970, Price apprecintion
added anather $0.1 billion, but was
partly offsct by exelinnge rote losses. At
vearersl, the valne af foreian stocks held
was $18.0 billion, up 28 percent from
197,

T1.8. residents holdings of foreign
bonds inereased $1.4 bilfion. Now issnes
were $3.3 billion, the lowest lavel since
1974, when tha Intevest Eqnalization
Tax was vemoved from purchaszes of
certpin foreign seenrities by TLE, resi-
dents. Thgl intorest vates and rapid an-
flation in the United States limited all
It the highest rated foreign borrowers
from tapping the TLE. mmdet. New
issnes of Canndinn hands wers $1.8 bil-
tiem. imehanged From 1979, New issnes
from Western Europe, at $1.0 hillion,
were down $1.0 billion. Placerents by
developing countries, especinlly Tsrael,
mereased $0.4 billion, Redemphions of
forcign bonds, principally of World
Bank issues, wera stepped-up to 2.4
hillion, while net trading in ontstunling
lancls reminined small.
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At yearend 1980, U.S. heldings of
foreign securitica nccounted for 10 per-
cent of total LS. nssefs abroad, down
from 11 pereant in 1579,

U5, direct investment abroad and
oifier privale gsacta
1.8, direct investment alroad in-
crensed 14 percent, or $26.7 billion, to
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$213.5 billion, following a similor per-
cantage wnorease in 1970, The rise con-
sisted of $18.5 billion 1n capitel oul-
flows, down §44 billion from the pre-
vions year, and an unusnal $8.2 hillion
voluation adjustment. The latter ve-
flected o change in the nature and atatus

1. Bor deinlls, see the arkicle “ILE. DHraet In-
vestment Atbroad o 1680 in thie Itenae,
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of the operations of 2 Middle Enst
branch of & U8, incorporated petrole:
um compeny that resulied in o change
in accounting for the branch as reported
to BEA by the compeny. As 4 result,
the accounts payable of the branch wers
removed from the direct investment ne-
count and transferred to the account
of TIS. nonbanking concerns as com-
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merpial linbilities to unafiliated foreign-
ers (lins 8%, table 3); this trwmsfer
largely necounts for the adjustment in
that line.

The lower Jevel of direct investmend
copital ootflows in 1980 was in part dus
to the final payment by o Middle East
government to the T8, petroleum com-
pany referved to ebove for purchase of
the company focilities in the host coun-
try, and in part {o increased payables
in the form of T7.9. parent flrms' bor-
rowings from finonce affilintes in the
Netherlonda Antilles, Due to their need
for funds, T0.5. parents drew over $2.4
billion from these foreign affiliztes whe,
in turn, sequired funds primarily from
new issues in the Burobond market. Re-
invested earmings were also lower, espe-
cinlly in industrial countries. AC year-
end, the beok value of U.S. direct in-
vestmnent abroad sccounted for about 35
percent of total ULS. assets abroad,
down from 87 parcent in 1978,

Claims on unaffiliated foreigmers re-
ported by T0.8. nonbenking concerns
increased $2.7 billion. The riss conststed
of & $0.9 hillion incrense in foancial
¢laims, lergely on Caribbean banking
centers, and o $L.8 billion increase in
trade recaivables, Combinsd, these
claims ascounted for 6 percent of totn]
U.8. assets abrond at yearend.

U.8. officlal reserve amets and other
.5, GCorernmment aapois

0.8, offieia] reserve nssets incrensed o
record $7.8 billion, largely due to ox-
change market intervention purchases
of German marks ond, to o much leazer
extent, of Jnpsnese yen. The negative
valuation (exchonge rate) adjustment
reflected the 13 percent appreciation of
the dollar ngninst the marlk. Included
in the net $8.3 billion increase in foreign
currenay holdings were the $1.2 billion
in proeeeds from the January sale of 4
Preasury mark-dencminated note is-
gued to German vesidents,

An exchangs of special dvawing
rights (SDR's} for an increase in the
U.8. reserve position with the Internu-
tiongl Monetary Fund (IMF) was ns-
saciated with an incrense in IMF
Muotas, 25 percent of which wes to be
sukseribed in SDR holdings of member
countries. Earlier in the year, there had
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beor an allocation af SDRs by the
IMF. At yearend, U.S, official resarve
ass0ts wers $26.2 billion, nccounting for
4 percent of T1.5. amets abrond, slightly
changed from 1979,

.8, Government outflows for other
than reserve nsmts were $5.1 billion and
reflacted  incressed Export-Import
Benk lending ond stepped-up long-
term credite to finance military snles
contracts, especially to the Middls Eest.
At 863.5 hillion, they tomprised 11 per-
cent of total VLS, mssete abroad, un-
changed from 1979,

Changes in Foreign Asesets in the
United States

Fareign officlal nsseis in the United
Sterten

Foreign oflicial assets in the United
States increased $16.2 billion in 1830,
primarily 7zeflecting an increase in
QOPEG heldings. Foreign official sssets
had decreased §13.3 billion in 1979, due
to larga intervention soles of dollars in
exchongs markets by severn] major in-
dustrial conntries.

Official dollar assets of OPEC men-
bers increased $12.7 billion, more than
double the 1979 increase, reflecting the
1979-80 surge in petrolerm prices. Rev-
enues from the sale of higher priced
petralenm  rTesulted in an OPEC
currant-secount surplns of nenrly $110
hillion, about 11 percent of which was
placed in the United Stetes, up from
lost year’s 8 percent. The incrense was
in 1.3, Treasnry and agency bonds, nnd
corporote stocks and bonds. There was
a slight reduetion in OPEC deposits in
1.5, banks.

Official dollar nssets of industrial
countries inereased $0.9 billion ; this net
figure reflecied mostly offseiting trans-
actions among severnl countries, Thern
wera large decreases in dollar holdings
of Germany, Italy, ond Switzerland.
Decrenses for the first two conntries
wera related to insremsed enrrent-
aecount deficits; tha decrense in Swiss
holdings mainly reflacted swap dealings
with demestic {Swiss) banks, Offictal
dollar holdings of the Netherlands,
Fronce, nnd Belgivm in the Tnited
States increased, Japan's dellar hold-
ings increased sharply on an improved
carrent-nccount  balanee, removel of
gome restrictions on capitol inflows, and
an apprecinting yen. ULIL. dollar hold-
ings alee inorensed substamtially, re-
flacting its incrensed petroleum rev-
enues and current-eccount surplus.

Official  dollar nssets of non-
petroleum  developing countries in-
orensed $1.8 billion.

Other forelgn assels

(Other foreign nsseis in the United
States increased $50.5 hallion in 1980,
to $305.2 billion, compared with a
$56.8 hillion increase in 197} Cnpital
inflows were lower, dne to a reduction
in 10.8. bank borrowing from foreign-
ers. Inflows and valuation adjustments
weve significantly larger for hoth for-
eign holdings of U.B. corporate stocks
and nonbank liabilities.

The pronounced slowdown in the
growth of 113, bank linbilities to for-
eigners was attributoble to a shifi in
relative costs of funds, The increase in
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Table 3, —International Investment Positipn of the United States st Yearond!
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Angust 1981

linbilities was $10.7 billion, compared
with $32.6 billion In 187%. Following
the imposition of the previously men-
tivped marginal reserve requirements
o Burodollar borrowings and a drop
in domestic demand for funds, U.S.
benks relied leze on foreign source
funds. T.8.-owned banks repaid $28
billion Eo their foreign offices in 1080,
utilizing lower cost domestie souree
funds to finance U.8. lean demand in
the last half of the year, Foreign-owned
banks in the United States also redueed
their utilization of funds from foreign
offices—smoh horrowing inorcased $7.8
billion, compared with o $14.0 billion
incresse in 1979, Foreign-owned banls
nceounted for $46.5 billion, or about
one-third, of total linbilities to private
foreigmers reported by TS, banks By
srea, the lergest slowdown accurred
with the Unitsd Kingdom and the Car-
ibbean, shiefly with foreign offices of
.8.cwned banks. Thess occnters ac-
counted for only 14 percent of the 1980
increnss in banlk-reported liahilities,
compared with more than 75 percent in
1970, In contrast, there was & large in-
creass in interoffice liabilities of T7.5.-
bosed Conadian banks, which wiilized
lower ¢ost funds from Cunads. Bonk-
teported nesets, af $121.1 billion, me-
eotnted for 28 percent of total foreigm
aesets at yearend, down from 27 percent
in 1979,

Forcign holdings of TL.8. Treasury
seourities, excluding officinl holdings,
rose $1.9 Lillion in 1980, The rise waa
largely accounted for by the $1.2 hillion
placement of 8. Treasury mark-
denominated notes with Germon resi-
dents in January, Among other foreign
holdinge of U.S. Treasury issnes, there
were increased purchasss from Western
Europe, partly offzat by n rednetion in
holdings of the World Bank.

Record net foreign purchases of T.S3.
stocks, combined with mising stock
prices, raised the valve of equity hold-
ings by $18.2 billion, Private foraigners
purchased %4.2 hillion in corporate
stocks during the year. Combined with

SURVEY OF CURRENT BRUSINESS

a $12.0 billion adjustment for price ap-
preciaticn, the value of foreign hold-
ingz of U.S, corporate stacls jumped 34
percent to $64.5 billion at yearend.
Combined holdings of the two most
gignifiennt investors, the United King-
dom nnd Switzerland, which comprised
two-thirda of nll Western European
holdings, increased 35 percent to $44.7
billion by yenrend. United Kingdom
nceounts increpsed 87 percent to $13.5
billion at yearend. Appreciation of the
pound againgt the dollar and the lifting
ol UK, foreign exchanpe controls on

portfolio investment in October 1970

allowed British residents and institu-
tigns to expand their foreign portfolios.
Swiss holdings increased 26 percent to
$18.7 billion, almost entirely due fo
price apprecistion. Also, there wers
larger net purchases by Germany and
France. Canadian holdings ineressed
substantially, and Japenese holdings
moderately.

Net privats forsign purchosss of 1.5,
corporate and sgency bonds were 1.2
billion; sn increass in purchases was
more than offset by a $1.9 billion negn-
tive adjustment for & decline in bond
prices. 1.5, corporations issued $0.4 bil-
lion in Eurobonde directly, in sddition
to the $2.2 billion issued through their
finance affiliates incorporated in the
Netherlands Antilles. (The letter issues
are now included in the direst invest-
ment accounts. Ses Tochnicel Note.}
The inerease in foreign purchasss wos
focilinted by the wse of convertible
issues, particulorly in energy related in-
dustries, and floeting raie noles.

Combined foreign bonds and stock
holdings, st $74.0 billion, scecunted for
1% percent of total foreign sssets in the
United States, up slightly from 1579,

Foreimm direct invesiment in the
ITnited States ineransed 20 percent to
%85.5 billion at yearend, following a
record 28-percent increass in 1978, By
oves, thers wos & 87-percent increass in
inflows from Caneda and » 16-percent
increase from Wastarn Europe. Equity
eapital inflows, ot $4.2 billion, continued

57

at last year's record pace. However,
there wes a shifi to small net cutflows
on intercompany occounts from net in-
flows of $3.2 billion in 1979, Reinvestad
earnings increased 57 percent, largely
reflecting higher sarnings."

Linbilities to foreigners reported by
U.8. nonbanking concerns in
$11.7T billion to $28.4 billion st yearend.
Abont §5.5 billion was in the form of
Eurodollsr borrowings, particularly in
the fourth quarter. In addition, com-
mereinl liabilities incrensed $1.6 billion.
Thers was a $9.2 billion positive ndjust-
ment, primarily due to the previously
mentionad change in the raporting of
certain trade payables,

Technical Note

Estimatea for 7.8, dlvent Investmant abroad
and forelgn portbollo heldinga of U8, seour-
1tles have been reviced to Incorporate recently
completed benchmark sorrers by the Bureay
nf Beonomle Aunlysis and the Department of
the Treasuvy. Changas affecting these orconots
are dlacnzsed 1n detall in “D.5, Toteroationsl
Transactions, Flest Quarter 19581, in the Jone
1681 Boever ond "L DHreck Investmest
Abroad 1o 1980 In this lemue.

For the invesiment positlon, there was
1Lttde differesres o the total value of Iforeign
holdings tmred on the 1078 Trensury survey
resulte for privete and officlal T8, sorpoyate
mtocks, compared with the previous estimntes
of foreign stock boldings tn the Intarnational
investment poaitlon that hed heen bagad on =
Almilar I#74 Tresmury Survey. Thers wad Z0me
teallocntlon of the geogrnphlc dlstsibotlen of
hotlinga.

The value of Lorelgn beod holdings requlced
gifmifcont adjustment to oecount for liema
not Included in the Tropsary enrves, Euro-
bonds lesuad by TS, corpocations in bearer
form wern not ineluded, but hava been eafl-
moted by BEA and inslofed 1n the iotegra-
tional Investoent position. Brrobonde lmaned
br MNetherlands AntHies finance snbeldlacfon
org no longer part of the portfclie enpital
estlmptes but are incloded in the TS, divect
Invastment abrood estimates (see Technical
Noba In Jone 195], Sopvey.y

Foreign holdinge of morketable T8, Treass
ucy bonds have been revalved ot market
prices beginnlog with the 1073 Transury
ROPYEY remalis.

2 Far mse the artole “Forslpn DMrsct
Yreetment 1o the Ualted Btoten In LERL" Lo 70y
[EY




